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Regulated Local Gas Distribution Utility
Update Summary Rating Rationale
SEMCO Energy’s (SEMCO, Baal Stable) Baal Issuer Rating reflects the low risk business
; profile of its regulated local gas distribution (LDC) operations and the credit supportive

ot s

regulatory environments in Michigan and Alaska, providing timely cost recavery mechanisms
and reasonable authorized return on rate base. The rating is also supported by strong and

RATINGS transparent financial metrics, including Moody's adjusted cash flow from operations before

SEMCO Enargy, Inc. changes in working capital (CFO pre-WC) 1o debt in the low 20% range. We continue to

Domicile Port Huron, Michigan, rate SEMCO as a stand-alone entity, unaffected by its parent AltaGas Limited's (AltaGas,
United States . L . < 5o

bong St e not rated) consollldated credit risk profile, so long as AltaGas’ other operations and liquidity

fipe LT ssiber Ratifg « Do programs do not intertwine with SEMCO's, and SEMCO's conservative financial policies
Quy remain intact.

Dutlcok Stabla

Please see the ratings secion at the end of this report Exhibit 1

formore information. The ratings and outlook shown Historical CFO Pre-W/C, Total Debt and CFO Pre-WC to Debt
ceflect information as of the publication date.
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Credit Strengths
»  Credit supportive regulatory environments in Michigan and Alaska
» Some diversity in revenue through gas storage operation
»  Stable financial metrics expected to continve
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Credit Challenges
»  Smallin size and scale

»  Customer growth slightly offset by flat customer gas usage

Rating Outlook

SEMCO's stable outlook reflects our expectation of predictable and steady cash flow generation, credit supportive regulatory
jurisdictions, and capital expenditures and financial policies that maintain SEMCO's current financial position and flexibility. This
includes a ratio of CFO pre-WC to debt in the low 20% range and debt to capitalization below 50%. The stable outlook also
incorporates our expectation that SEMCO will operate as a stand-alone entity under the ownership of AltaGas and maintain
conservative financial policies.

Factors that Could Lead to an Upgrade

» A rating upgrade could be considered if SEMCO's regulatory environments improve materially, further shortening regulatory lag
and having a positive impact on the company's financial profile. Also, if SEMCO's CFO pre-WC to debt reaches mid-20% range on
a sustained basis, an upgrade could be possible.

Factors that Could Lead to a Downgrade

» A rating downgrade could be considered if SEMCO's regulatory jurisdictions become less credit supportive, such that regulatory
lag increases or cost recovery is negatively affected. Separately, SEMCO's rating could be downgraded if its financial metrics
deteriorate and remain weak for the rating, such that CFO pre-WC to debt declines to the mid-teens on a sustained basis.
Additionally, if the company’s financial policies become more aggressive, including sizeabte debt-financed dividend distributions to
its parent, the rating could be negatively affected.

Key Indicator
Exhibit 2

KEY iINDICATORS [1]
SEMCO Energy, Inc. -Private

12/31/2012 12/31/2013 12/31/2014 12/31/2018 12/31/2016
CFO pre-WC + Intevest / Interest 5.0x 5.8x 5.9x 6.1x 6.2x
CFO pre-WC / Deb 18.1% 22.9% 21.1% 22.2% 22.6%
CFO pre-WC — Dividends / Debt 17.5% 21.1% 183% 2.9% 19.4%
Debl / Capitalization 45.8% 42.1% 41.3% M.3% 42,7%

[1] All ratlos are based on ‘Adjusted' finandal data and incorporate Moady's Glabal Standard Adjustments for Noa-Flmanclal Corporatlons.
Source: Moody's Financlal Metries

Detailed Rating Considerations
Stable regulatory environments in Michigan and Alaska

SEMCO generates almost all of its revenues from its regulated gas distribution and gas storage businesses in Michigan and Alaska,
which provide stable and predictable cash flows. Approximately two-thirds of SEMCO's customers are in Michigan with the remaining
one-third in Alaska. The regulatory jurisdictions of Michigan and Alaska are constructive and provide timely cost and investment
recovery mechanisms. SEMCO's operation in Michigan utilizes a gas cost recovery (GCR) mechanism in Michigan and similarly,
ENSTAR, SEMCO's operating utility in Alaska, utilizes a gas cost adjustment (GCA) pricing mechanism in Alaska, approved by the

slication daes nat announce 3 credil rating action. For any crediz ratings rererenced w this publication, please se¢ the ratngs tab on the ssier/entity page on

v mandys zam Tor the most updated credit rating action informaliars and 12£ing nistory

2 Taphaoy sevic R | U1 8:066 ridution Utilty

ENS08236



i MOODY'S INVESTORS SERVICE INFRASTRUCTURE AND PROJECT FINANCE

Michigan Public Service Commission (MPSC) and the Regulatory Commission of Alaska (RCA), respectively. These allow for the cost of
purchased gas to be passed onto its customers on a timely basis.

We view the Michigan regulatory environment to be an above-average regulatory jurisdiction in terms of credit supportiveness. Gas
utilities in Michigan are allowed to use a forward test year in rate base filings and, by law effective 20 April 2017, the rate cases must
be decided within ten months of the date of filing. Otherwise the utility's application is automatically approved as filed. in 2015, the
MPSC approved SEMCO’s filing to continue its Main Replacement Program (MRP) for an additional five years with average annval
capital expenditures of $10.1 million, ensuring more timely recovery of the company's system safety and reliability investments. Based
on its last rate case settlement in January 2011, SEMCO is authorized a 10.35% return on equity (ROE) based on a 55% equity ratio in
Michigan,

In Alaska, SEMCO is one of only two investor owned utilities in the state and the RCA primarily regulates co-operatives whose rate
cases do not have a ROE component. In June 2016, ENSTAR filed a general rate case requesting a revenue increase of $11.8 million
based on 8 12.55% ROE, As a part of the filing, ENSTAR requested, and granted, to increase rates on an interim and refundable basis
beginning 1 August 2016 by 1.6% of total revenue. A final order on the filing is expected in the third quarter of 2017. In addition to
the rate change request, ENSTAR requested to include the natural gas storage reservation and capacity fees as a specific component
and account as 3 cost in the company’s gas cost adjustments. The RCA approved the change in methodology and the change became
effective in October 2016. The change will now allow the company to recover the storage reservation and capacity fees on an annual
basis.

Some revenue diversity and regional supply flexibility from gas storage facility

SEMCO operates and owns 65% of the Cook Inlet Natural Gas Storage Alaska, LLC in-field storage facility (CINGSA), which was placed
into service in November 2012. CINGSA provides natural gas storage services to ENSTAR and three Cook Inlet area electric utilities

as well as interruptible sesvices to five other customers. ENSTAR has subscribed for approximately two-thirds of the gas injection and
withdrawal capability of CINGSA, with the remainder split among the other customers. Although 9% of the company's consolidated
operating revenues are attributed to regulated businesses operations, we believe CINGSA's importance lies in maintaining an adequate
supply of natural gas to meet customers’ seasonal consumption demands. ENSTAR has obtained firm gas supply contracts through the
first quarter of 2023.

Even with an increase in storage inventory in Alaska as new exploration has produced increased gas supplies, the State of Alaska
continues to investigate ways to bring additional natural gas and/or LNG supply into south-central Alaska. In April 2014, ENSTAR
entered into a two-year LNG import license to import approximately 40 Bcf from the Cook Inlet area, which was renewed for an
additional two years in February 2016.

The potential sale of native gas discovered by CINGSA remains uncertain. CINGSA appealed the RCA's December 2015 order to
allocate 87% of the proceeds of the sale to CINGSA's customers. Oral argument on the appeal was completed in March 2017 and
3 court decision is pending. CINGSA discovered a pocket of native gas totaling 14.5 billion cubic feet (Bcf). All of the 14.S Bcf is not
necessary to provide pressure support for CINGSA's storage operations. As a result, CINGSA is considering a sale of this native gas.

Potential large pipeline investment in Michigan

SEMCO is pursuing an investment to construct the Marquette Connector Pipeline (MCP) in Michigan, In December 2016, it filed an Act
9 application with the MPSC seeking an approval to construct a new lateral from the Great Lakes pipelines to Marquette, Michigan.
The total cost, including allowance for funds used during construction (AFUDC), is approximately $140.3 million. The MCP will add a
new source of gas supply and redundancy to the system in Upper Peninsula of Michigan. The final decision on the Act 9 application is
expected in the fourth quarter of 2017. The construction should begin in 2019 and the pipeline should be in service in mid-2020.

Consistent financlal metrics with stable cash flaws

Over the last three years, SEMCO's financial metrics have been consistent based on its stable cash flows and earnings. Also, its equity
and debt levels remained consistent in the same period. In the period ending 31 December 2016, SEMCO's Moody's adjusted CFO pre-
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WC 1o debt was 22.6% and the metric's three-year average was 21.9%. We expect SEMCO to maintain a slightly lower level of metrics
aver the next 12-18 months where the CFO pre-WC to debt ranging 18%-21%, appropriate for its rating.

Although SEMCO made a significant dividend payment of $108 million in 2015, we view this as one-time in natuce and do not expect
SEMCO to make any significant dividend to the parent in 2017.

It is possible that SEMCO's key matrics will be slightly weakened until the MCP is completed. We expect SEMCO to finance this
pipeline investment with its internally generated cash flows and short-term borrowings through its credit facility. However, we do not
anticipate a significant deterioration in the company's financial profile or credit metrics during the construction period.

Excluding capital expenditure related to MCP, we expect SEMCO's 2017 capital expenditure to be comparable to the 2016 level.
SEMCO continues to invest in new customer addition in both Michigan and Alaska. Main replacement capitat expenditure in 2017
should be similar to the 2016 spending.

Liquidity Analysis
We expect SEMCO to maintain adequate liquidity over the next 12-18 months.

SEMCO has a $150 million unsecured revolving credit facility, which expires in December 2021. As of 31 December 2016, SEMCO had
$62.5 million of availability, net of the $87.5 million drawn and $0.5 million of letters of credit outstanding. Due to the seasonality of
the business, SEMCO's revolver draws tend to peak in Q4 as gas is purchased and stored in preparation for the winter season. SEMCO's
facility has two financial covenants, including a minimum interest coverage ratio of 2.25x and a maximum debt to capitalization ratio
of 60%. As of 31 December 2016, the company was in compliance with these covenants at 6.61x and 45.3%, respectively.

During 2016, SEMCO's reported cash flow from operations was $84 million, consistent with historical levels. The company's 2015
$165 million reported cash flow from operation was considerably higher than historical tevels, due to positive swings in working capital
items, We expect cash flow from operation in 2017 to be in the $80 ~ $100 million range.

SEMCO's next significant debt maturity is 2 $45 million Promissory Note due in August 2017. It is expected to be renewed for another
three to five years. The next maturity after that is $300 million Senior Note due in April 2020,

Corporate Profile

SEMCO Energy, Inc. (SEMCO), headquartered in Port Huron, Michigan, owns and operates regulated natural gas local distribution
companies (LDCs) serving about 443,000 customers in the Upper and Lower Peninsula of Michigan and in Anchorage, Alaska, The
Michigan distribution operation is referred to as SEMCO Gas Company (SEMCO Gas) and the Alaska distribution operation is referred
to as ENSTAR Natural Gas Company (ENSTAR). SEMCO is a wholly-owned subsidiary of SEMCO Holding Corporation (SHC, not rated),
which is a wholly-owned subsidiary of AltaGas Utility Holdings (U.S.) (not rated), which is an indirect wholly-owned subsidiary of
AltaGas Limited (AltaGas, not rated), a Canadian energy infrastructure company comprised of gas, power and utilities businesses.
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Rating Methodology and Scorecard Factors

Exhibit 3

INFRASTRUCTURE AND PROJECT FINANCE

Ratlag Faclors

SEMCO Energy, Inc. -Private

Regutated Electric ang Gas Utilities ndustry Grid (1](2 Current Maody's 12-18 Month
FY 12/31/2016 Forward View
As of Date Published [3]
Factor 1 : Ragulatory Framework (25%) Measurs Score Measure Scare
a) Legislative and Judicial Underpinnings of the Regulalory Framewark A A A A
b) Consistency and Predictability of Regutation A A A A
Factor 2 : Abllity to Recover Casts and Earn Returns (25%)
a) Timeliness of Recovery of Operating and Capltal Costs A A A A
b) Sufticiency of Rates and Retutns Ba Ba 8a Ba
Factor 3 : Diverslfication (10%)
a) Market Paosition Baa Baa Baz Baa
b) Generation and Fuel Diversity N/A N/A N/A N/A
Factor 4 : Finenclal Strength (40%)
a) CFO pre-WC + Inferast / Inlerest (3 Year Avg) 6.3X Aa 5.7x - 6.3% A
b) GFO pre-WC /Debt (3 Year Avg) 21.9% A 18% - 21% A
¢) CFO pre-WC - Dividends / Debt (3 Yaar Avg) 13.4% Baa 13% - 5% Baa
d) Dabt / Capitalization (3 Year Avg) 42.7% A 42% - 46% A
Rating:
Grid-Ingicaled Rating Bafore Notching Adjustment A3 A3
HoldCa Structural Subordinalion Notching 0 0 0 0
a) Indicated Rating from Grid A3 A3
Baai Baal

b) Acfual Rating Assigned

[1] All ratios are based on ‘Adjusted” financial data and incorporate Moody's Glabal Standard Adjustments for Non-Financlal Corporations.

[2 4s of 12/31/2016.

[3) This represents Moody's forward view; not the view of the issuer; and unless noted in the text, does not incorporate significant acqulsitions and divestitures.

Source: Moody's Financial Metrics

Ratings

Exhibit 4

Category Moody’s Rating

SEMCO ENERGY, INC,
Outlook Stable
Issuer Rating Baal
Senior Secured A2

Source: Maody’s Investars Service
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Y, "MOODYS™), Allrights reserved,

IT RATINGS [SSUED 8Y MOCDY'S INVESTORS SERVICE, INC. AND TS RATINGS AFFILIATES ["MIS") ARE MOODY'S CURRENT QPIMNIONS OF THE RELATIVE FUTURC CREDT
RISK QF ENTITICS, GREGIT COMMITMENTS, OR DLBT OR DLBT-LIKE SECUAITIES, AND MGODY'S PUBLICATIONS MAY INCLUDE MOODY'S CURRENT DOPINIONS OF THE
RELATIVE FUTU MT RISK OF ENTITIES, CRECIT COMMITMENTS, Of DEBT QF DERT-LIKE SECUIITIES, MOCEY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY

MAY NOT MEET 15 CONTRALTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE ANI ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFALLT, CREDIT RATINGS

B NOT ADDRESS ANY GTHER RISK, INCLUBING BUT NOT UMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, R FRICE VOLATILITY. CREDIT RATINGS AND MOGDY'S
CFINIONS INCLUDED IN MOQDY'S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT QR HISTORICAL FACT. MOGOY'S SUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE
MODEL-BASED ESTIMATES OF CREDIT RISK AND RFLATED GPINIONS OR COMMENTARY PUBLISHED BY MOODY'S ANALYTICS, INC. CREDIT RATINGS AND MOQDY'S
PUBTICATIONS DO NOT CONSTITUTE OR PROVIGE INVESTMENT GR FINANCIAL ADVICE, AND CREDIT RATINGS AND MOQDY'S PLIBUCATIONS ARE NQOT ANG DO NUT
FROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES, NEITHER CREDIT RATINGS NOR MOODY'S PUBLICANIONS COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR, MOQODY'S 1SSUES ITS CRERIT AATINGS AND PUBLISHES MOGDY'S PUBLICATIONS WITH THE EXPECTATION
AND UNDERSTANGING THAT SACH INVESTOR WILL, WITH DUE CARE, MAKE ITS GWN STUDY AND EVALUATION OF EACH SECURITY THAT 15 UNDER CONSIDERATION FOR
PURCHASE, HGLDING, QR SALE

MOODY'S CREDIT RATINGS AND MOODRY'S PLBLICATIONS ARE MOT INTENDED FOR USE BY RETAIL INVESTORS AND |7 WOULD BE RECKLESS AND INAPPROFRIATE FOR
RETAIL INYESTORS TO USE MOODY'S CREDIT RATINGS OR MODDY'S 2UALICATIONS WHEN MAKING AN INVESTMENT DECISICN. IF IN DOYBT YOU SHOULD CONTACT
YOLR FINANCIAL OR OTHER PROFESSIONAL ADVISER. ALL INFORMATION CON NED HEREIN |5 FROTECTED BY LAW, INCLUDING 8UT NOT LIMITED TQ, COPYRIGHT LAW,
AND NONECF SUCH INFORMATION MAY BE COPIED QR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFLRRLD, DISSLMINATED, REDISTRIBUTED
OR RESOLD, OR STORED FOR SURSEQUENT USE FOR AMY SLICH PURPCSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNLR OR BY ANY MEANS WHATSOEVER, BY ANY
PERSOM WITHOUT MOODY'S PRIOR WRITTEN CONSENT

Al infocmation cantained herein is obtained by MOQDY'S fram sources belfeved by it to be aceurate and rellabile. Becanse of the possibilitg of buman or mchanical eror as well

as other factars, however, all Information contained hereln (s provided "AS IS” without warranty of any kind, MOODY'S adapts all nacessary measures sa that the infarmation it
uses In a¥signing 3 credit rating Is of sulficiant quality ardd fram sources MOQDY'S considers to be relable including, when approptiate, independent third-party soorces. However,
MOODY'S Is not an auditor and cannot In every Instarce Indegandesntly verify orvalidate infarmation seciived I the mting process of In preparing the Moody's publications.

2 2017 Moody's Carparation, Mandy's Investors Service, Inc, Maady's Analyties, T and/for their licensors and affiliares {roliects

Yo the extent permitted by [, MOODY'S and its directors, afflces, employses, agents, represematives, ligensory and suppliers disclaim Uability to any parsan or entity {or any
Indirect, special, consequential, or ncidental losses o damages whatsoever arising from or in connection with the Inforrmatinn coptained herein of the use of or lmabllity to use any
sich iffarmation, even i MODDY'S of any of its divectors, officrs, employees, sgents, representatives, loensers or suppliers Iy advised in advance of the passibility of such lssses ot
damages, Including but not limited to: {a) any loss of prasent or prospective profits or (b) any foss ur damage arising whers the relevant financial Instrument Is not the subject of a
particular credit cating assigred by MOODY'S,

Ty the axtent parmitted by law, MGODY'S and [ts directors, officers, employees, agents. represeniatives, lceasars and suppliers disclaim lability for any direct or tcompansatory
losses or daninges cansed 10 any peran or entity, Including but nat limited o by any negligence (bt excludling fraud, willlul miscondurt or any ather type of liabllity thit, for the
avnldance al doubit, by law cannot be excluded) on the part of, ar any contingency within or bayand the contral of, MOODY'S of any of its directors, afficers, employess, agents,
represantatives, liceasars ar suppliers, arisitg fram or in cannection with the infarmatien cantalned hereln or the use of or inabllity 10 use any sueh Information,

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE NCCURACY, TIMELINESS, COMBLETENESS, MERCHANTABILITY QR FITHNESS FOR ANY PARTICULAR PURFOSE OF ANY SUCH
RATING OR OTHER OPINION OR INFORMATION 15 GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER

Moody's Investars Service, Inc, 3 whally-owned credit rating agency subsidiary ol Moedy's Corporatian (*MCO"), hereby discloses that most Issuers of debt securities (Including
carporate and muncipal bonds, debantures, notes and coimmerclal paper) and preferred steck rated by Mody's Investors Service, Inc. have, prior to assignment of any rating,
ageeed w0 pay to Moedy's Investars Service, Inc. for appralsal and rating services rendered by It fees ranging lrom §1,500 to approximately 52,500,000, MCO and MIS alsa maintain
policias and procedures to address the (ndependence of MIS™s ratings and 121lng processes. Information regarding cortoln afliliations that may exist between directors of MCO and
rated entitins, and belween entities who hold miings from MIS and have also publicly reported 1o the SEC an ownership Interest in MCO of mote than 5%, is posted annually at
wwaw.moodys.com under the heading “Investor Relations — Corpotate Gavernance — Dlrector and Shareholder Affiliation Pelicy

Additional teimns for Australla only: Any publication Inte Austrslia of this document Is pursuant to the Austaahian Financial Services License of MOODY'S affitiate, Moody's Investors
Senvice Ply Linited ABMN 61 G03 339 657AFSL 326969 andfor Moody's Analyties Austrobia Pry Lrd ABN 94 105 136 972 AFSI 383569 (asapplicable). This document is intended

1a be provided only to *wholesale cllents™ withun the meaning of section 761G of the Corporations Act 2001, By continuing 1o access [his document from within Austsalia, yoo
apresent to MOODY'S that you are, ar are accessing e document 45 o representative of, a "whalesale clien” apd (hzt nelthee you 1o the entity you reptesent will divectly or
mdirectly disseminate this document or its contents ta "retall clients” within the meaning of section 761G of the Carperatlons Act 2001, MOODY'S aedit rating Is an aplnlon as

10 the creditwor thiness of a deb obligation af the issuer, not an the equity secuiities of the jssueror any form of security that ts available 1o retall investors. It would be reckless
antl inapproptiate for retal ivestors o sse MOODY'S credli ratings or publications when makiog an nvestinent declsion: (i deubt you siould contact your linzncial or athier
prolessioml adviser,

Additipnal terms far [apan only, Meody’s Japan KK ("MIKK") i1 2 wholly-pwned credit rating spency subsidiaey of Maody's Group Japan GK, which is wholly-owned by Mnody's
Qverseas Holdings Inc, a wholly-owned subsitdiary aof MCO. Moody's SF [apan KK ("MSF|") s a whelly-oweed rredit rating agency subsidiary af MIKK. MSF] 15 not a Natignally
Recagnized Slatistical Rating Or tion ("NRSRL". herelore, Ciedit ratings assipned by MSE] are Non-NRSRE Credit Ratings Non-NRSRO Credit Halings are assigned b
entity that Is not a NRSRG and, consequently, the eated obligation will not qualify far censin gypes of treatment under LLS, laws, $#41KK and MSF) are coadit tating agencies repgistared
wilh the Japat Hnandal Services Agency and their regisicalion rambsrs are FSA Commissioner (Ratings) Nu. 2 and 3 respectively,

MJKK or MSF] {as
stisck rated by MiKK or MSF( (as applicable) have, pricr to assignment of any rating,
ranging fram |PY200,000 to approximately JPY350,000,000.

applicabile) hereby disclose that mast issuers of dedt securities {including cospsrate and munizipsl honds, debentures, nates and commercial paper) and praferred
areed to pay to MIKK or MSF| (as appiicable) for appraisal and rating services rendered by it fees

MIKK and MSF) also maintain polices and procedures o addrass jaganese reglatasy iequirpmenss.
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